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1. Witness Qualidions 

1. My name is Stephau DeRodeff. I am the Vice President for Broadband 

Technologies for Covad Communications Cornpnny (ucovas"). My business address is 

1 I O  Rio Robles, San Jose, CA 95 134. I am responsible for the management bf the 

technology path of Covad's network inti-, including plenning aod 

implementation. I have extensive experience in designing and build@ carrier cltss 

networks for voice and data Prior to joining Covad, I served as senior vice president at 

software start-up Cplane, Inc. My experience also includes lcading fircilitks 

management, network engineering and network operatiom systems at U S West end 

product development and management at Oracle. I earned my B.S. in Elccbical 

Engineering ffom the Massachusetts Institute of Technology. 

2. My name is Patrick Bennett. I am the Executive Vice President for Product 

Development and Management for Covad Communications. My businns address is 110 

Rio Robles, San Jose, CA 95 134. I am responsible for leading Covds product 
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***REDACTED FOR PUBLIC INSPECLION*** 

development and management teams. I am also responsible for leading Covad's Voice 

ovex IP (VoIF) and alternative last-mile initiatives to ensure covad's continued leadership 

in broadband. Prior to joining Covad, I was senior vice president of marketing and 

product development for TESSCO Technologies, Inc., a leading provider of wireless 

communication solutions. In the years prior to my joining TESSCO, I was executive vice 

president and chief operathg officer of Rogefs Wirekss, Inc., Canada's largest wireless 

Communications service provider. Preceding Rogers Wmless, I held senior roles in sales 

and marketing at Sprint PCS, CeIlular One, Commuuications Electronics, Inc., and 

American Beeper Associates. 

3. My name is Mark R i c h .  I am the Chief Financial Officer for C o d .  My 

business address is 1 10 Rio Robles, San Jose, CA 95134. I have over 18 years of 

financial mauagement experience. Prior to joining C o d ,  I was vice prtsidcnt and CFO 

for Mainstreet Networks. Before Mainstreet, I held senior management positions at 

Adem S.A. where I was vice president of finance and administration for A h  U.S., a 

$3 billion operating division. I was also vice president and corporate treasurtr crt the 

parent company. I also have worked for Merisel, Inc., ING Capital, Manufacturers 

Hanover Trust Company and Wells Fargo Bank. I hold a B.S. degree in managerial 

economics fbm the University of California at Davis and a MBA firm the Anderson 

School at UCLA. 

11. Background on Covad 

4. Covad is one of the M~~OUS'  largest competitive telmmecatiom service 

providers, offering nationwide XDSL, T 1, VoIP, Web hostin& managed Security, IP and 

did-up, and bundled voice and data services. Covad's broadband data Scniccs offer 
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consumers and businesses high speed connectivity over copper loops with data speeds 

that are several times faster than conventional dial-up modems. To offer service to its 

customers, Covad raised more than two billion dollars in debt and equity financing and 

constructed a nationwide facilities-based broadband network'. In addition to p m u  

and deploying its own broadband equipment, Covad leases unbundled loops, the high 

frequency portion of the loop, dedicated interoffice transport and collocation space h m  

ILECs around the country. With over 5 14,000 lines in sewice, Covad is one of the 

nation's largest users of standalone unbundled loops and line sharing network elements. 

Covad broadband services 82e currently available across the nation in 44 states aud 235 

Metropolitan Statistical Areas (MSAs)  and can be purchased by morc than 57 million 

homes and businesses, which represent over 50 percent of a l l  US homes and businesses. 

HI. Covad's Network Architecture 

5. Covad specifically relied upon the Commission's UNE rules in designing its 

network architecture. By way of background, Covad's network is structured as follows: 

C o d  has collocated a digital subscriber line access multiplexer 
("DSLAM") at each EEC central office at which the loops of its 
target end users terminate; 

Covad creates hub locations by collocating ATM quipmat at an 
ILEC central office that collects trafEc firom a group of central 
offices with a DSLAM;~ 

Covad comects each of its DSLAMs to a hub central office with 
dedicated interoffice transport ("transport"); 

(A) 

(B) 

(C) 

Covad raised E1.4 billion m debt and $0.7 bdlioa in equity. 
C o d  determines the lrtio of hubs (ATM equipment) to spokes @SLAMS) through the use of a 

1 

2 

cost optimization algorithm, which weighs the tramparandDSLAM cwts againstthe cost oft& ATM 
asUipmeat n e  actual number of DSLAMs per piece of ATM equipment Varies hughout Cov8d's 
footpriut. 
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(D) &vad interconnects its ATM equipment both within each region 
and between regions with transport; and 

Covad and its Internet service pvider  (“ISP”) partncrsl umnect 
their IP Points of Presence (“POPS”) to ATM equipment in one or 
moE Egions. 

Q 

6. For purely illustrative purposes, Covad‘s network looks like the diagram 

above. 

7. As the diagram makes plain, Covad’s network is designed to aggregate trafEc 

from a large number of central offices at hub locatiom. In determining what level of 

aggregation to use, Covad relied upon the availability of UNE traosport As the price of 

transport increases, so too does the value of aggregating traffic and thereby nesting 

economies of scale. If the Commission were to take unbundled transport off the Iist of 

UNEs, CovBd)s network would no longer be efficient or viable. At wofst, covad would 

be left with no options to reach end offices in which it is currently collocated At a 

minimum, C o d  would need to deploy additional hubs in order to aggregate more traffic 

4 



***REDACTED FOR PUBLIC INSPECTION*** 

and reduce its costs to transport each unit of traffic. An architectun with a large n m k  

of hubs would justify placing different (and smaller) ATM quipent because the traffic 

would be more distributed. Alternatively, if Covad did not add hubs, it would have to de- 

activate DSLAMs whose transport costs are too high (e.&, those serving residential 

customers), which means serving fewer customem in general and contracting Covad‘s 

business. 

8. It would be undesirable and costly for C o d  to reduce the size of its centraI 

office footprint. Covad has an obvious incentive to make its services available to as large 

an addressable market as is financially and technically feasible. Moreover, Covad does 

not relish the prospect of forcing end users to leave its network. Indeed, as described 

below, if Covad were left without access to uubunded transport at all, the efftcts on 

Covad‘s abiity to continue providing service would be devastating. AS demibed below, 

in such a circumstance, C o d  would be unable to continue providing it c m t  services 

profitably. 

Tv. Covad’s Fin8ncial Model 

9. In its previous comments to the Commission, Covad provided abreakduwn of 

its monthly cost of providing service (tow costs, excluding SG&A3 expenses and capital 

investments?: 

9 ILEC loop costs are approximcrtcly 22% of monthly costs; 

9 ILEC dedicated transport costs are appmximately 25% of monthly costs; 

9 EEC CollOCation costs (including rent and power) are approXimately 15% 
of monthly costs; 

Saks, General & Admmisbative (“SG&A”) errpawes. 
Capid expenses include the investment that COMd msde in DSL equipment that it collacatcd m 

3 
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ILK central oflticcs. 
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N Covad‘s operations costs (e.g., salaties and related costs) arc 
approximately 25% of monthly costs; and 

IO. In addition, Covad’s use of self-installation kits for line sharing customers has 

improved these numbers dramatically. When Covad had to install ADSL service for 

consumers over stand-alone loops, it cost approximately $1 50 for each dispatch (and 

often times more thao one dispatch was necessary far individual consumers). Unlikc 

line sharing, the installation of DSL over a standalone loop requires a dispatch for the 

ILEC to install the second loop, and for Covad to verify that the loop is C O M C C ~ ~  back to 

the central office and that the service works properly. By contrast, with line sharin& a 

loop to the customer home is already in service and known to provide continuity back to 

the central office, because the customer is already obtaining voice service over the line. 

This enables the customer to initiate their DSL service by simply self-instslling the 

necessary customer premises equipment. Because margins are so low on residential 

lines, the cost of dispatching to install residential orders prevented Covad from offering 

these services profitably, and the lack of l i e  sharing would have forced C o d  

eventually to exit the residential broadband market entirely. AS with EECS, cavad  an 

only deploy DSL profitably to residential customers if line sharing is available. 

- 

V. Linesharing 

1 1. For Covad, there are no alternatives to the ILEC’s loop plant6 Contrary to the 

ILECs’ arguments, cable, wireless and satellite fincilities a~ not viable al&vcs to 
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DSL (for both residential and business customers). Moreover, recent events belie the 

Commission’s belief in supposed alternatives to l i i  sharing such BS line-splitting. As 

demonstrated below, l i e  sharing currently remains the only practicable meaos for Covad 

to compete in the residential and SOH0 markets. 

a. Lack of Alternative Intermodal Platforma 

12. Starting with cable, it is hardy trivial to an independent broadband provider 

like Covad that cable providers do not lease their plant to other canim, and thus is not 

available as an alternative to ILEC loop plant. The costs to C o d  of placing new cable 

plant would be phenomenal (and not much difFmt than replicating the ILK’S loop 

plant, which would cost hundreds of biIlions of dollars). Even if cable providers were 

willing to unbundle their equipment, cable i s  a fundamentally d i f f m t  m i c e  than DSL, 

as the next five paragraphs demonstrate. This also helps explain why retail DSL services 

offerad by Covad are an important choice for colwmets to have as an alternative to cable 

modem services. 

1 3, First, because of the shared nature of cable modem networks, all data sent to 

or h m  a given subscriber is transmitted to all subscribers in the neighborhd. While 

measures can be taken to secure this data, security remains a m  C O ~  espacidy 

for business or home office usas. By contrast, DSL networks operate on a pobt-t&pht 

basis between the subscriber and the service provider and therefore do not present the 

opportunity for one subscriber to attempt to view another’s traflbic. Because of the shared 

nature of the cable system, Covad would have little control over the kinds of broadband 

services offered over cable. AU of the users on a cable system get basically the same 

~ ~~ ~ _ _  ~~~~ __ ~~ 
~~ __ 

We should also note that it is often not possibk to provide DSL Smicc to midentid consumem 6 

over a stand-alone loop (in lieu of liae sharing) becaw many conslllllc~ have only OM line coming to 
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broadband service. DSL service, by contrast, runs over loops that are dedicated to each 

end user and thereby allow the DSL provider to offer dramatically different network 

access services (including, but not limited to, access to the Inkmet and virtual private 

networks) to diffmnt customers. DSL providers differentiate their products through the 

available bandwidth (both upstream and downstream), the quality of service, and the 

manner in which traffic is prioritized, which would be difficult on a shared platfarm. For 

example, cable systems use DOCSIS and Packetcable rather than ATM, which Q not 

provide the kind of quality of service ("QoS") that ATM offers. Distributed QoS, the 

cable industry's proposed standani for providing high quality VoIP services, falls short of 

ATM in this respect. Uplink packet fragmentation, which is necessary to reduce jitter on 

PacketCabte, reduces the effective speed of cable networks even further. 

14. Second, cable modem service is generally not available to businesses. When 

cable providers originally wired cities, they went after residential customers. For the 

most part, they did not wire commercial centers. On the other hand, covad can provide a 

variety of business-class broadband servicesf to small business customers Using DSL 

because they all have telephone l i e s .  

15. Third, in any event, cable plant g e n d l y  does not provide the kind of 

upstream bandwidth that small business demands. Cable modem services am biased 

toward downloading, which meets the typical usage pattern of residential customers Using 

the service for recreation purposes. Cable services are also inadequate for 

telecommuters, who are residential customers that often qu ire  high uplosd speeds. 

their home. 
7 

minimum guaranteed bandwidth of 384 kbps both up- and downstream and piccd at approximsbely 
S35oEmoath (as opposed to roughly S 1OOOmSOntfi fir a T-1 service). 

Busincaclass Competitive broadband service issndways-onIntanctcon~~~& 'onpl.ovidlnga 
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16. Fourth, cable plant does not provide a dedicated circuit in the mauner that 

DSL does. The bandwidth provided to each cable customer depends on the number of 

other users currently on the network in that neighborhood DSL, by mntrast, gives the 

customer dedicated W w i d t h  all  the way to the central office. As a result, cable 

provides such a distinctly lower quality of service than DSL that the two truly are not 

technically comparable substitutes for one another. 

17. Fifth, cable modem service in the past has been much less suitable than DSL 

for transmitting voice services. As the shared cable network becomes mom congested, 

services that are sensitive to delay such as voice will become increasingly unreliable to 

the point where it may no longer be possible to provide toll quality voice services at all! 

18. As is true with cable, competitive fiber, over which wmpetitoxs offer voice, 

data and T-1 services, is no alternative to DSL for two primary reasons. First, the costs 

of deploying competitive fiber make it economical only if the target market consists of 

large business customers in commercial centers, not the residential and d l  business 

customers that Covad targets over individual loops. 

19. Second, competitive fiber is by no means ubiquitouS. For instance, the Joint 

Petition of BellSouth, SBC, and Verizon effectively admitted that 75% of the commercial 

buildings in the country were without access to Competitive fiber? And that study dealt 

with large buildings; competitive fiber is not nearly so prevalent in areas that 

predominantly contain residential and small business customns. 

8 By coatrasf a single SDSL line wuld carry up to 16 voice lines relhbly aad with a high quality of 
Smice. 
9 See Impleinettiation qfthe Lourl CompCtiion Provisions in the Telecanrmnnicatims Ad OflSW; 
Joint Petition of B w h ,  SK, and Ywizon for Elimination c?fMcm&taty Unbmding q f H & W -  
Lcvp MdDedicated %n.pcwf, Joint Petition, CC Docket No. 96-96, at 11 (Stating tbat ody 25% of thc 
nation’s commercial buildiogs an saved by a oompctitive f i k  provider). 

9 
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20. Off ing  broadband services over wireless networks is not an alternative to 

DSL for several reams. Fint, Covad is not aware of any wireless caniers that have 

made their broadband services or underlying network fkcilities available for resale. 

Similarly, Covad could not be expected to construct a wireless network itselfthat w d d  

replicate the nationwide reach of its existing wireliie broadband network. Setting aside 

the vast capital outlay that would be required (but most likely unavailable in today's 

market), there is also the problem of obtaining spectnm~ As discussed below, it is far 

fiom clear what spectrum Covad could obtain and use to provide broadband services. 

21. Second, the maximum bandwidth of most wireless netwoks is nowhere 

that of DSL. Certain Carriers, such as Winstar and Teligent, created much more powerful 

wireless networks, but those were targeted at large business customers. And even then, 

both of those companies drove themselves into bankruptcy pursuing a customer base that 

is far more lucrative than the residential and small business customers that Covad serves. 

22. Third, at present, the cost of adding subscrib to a wireless network is vay 

high compared to DSL. For the most part, this cost difference is attributable to (1) the 

need to use relatively expensive customer premises equipment for wireless customers; (2) 

the more intense labor costs associated with instalring wireless customers; and (3) the 

greater amount of engineering work tailored to each customer to ensure acceptabk signill 

strength. 

23. Covad is currently in the process of evaluating wireless broadbruad as a meaus 

of augmenting, but not replacing our DSL services. Covad conducted a small Wireless 

trial earlier this year, and additional technical and market trials are planned thtough the 

fm half of 2005. The data obtained from these trials will give us a better understanding 

10 
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of the economic and technical issues of wireless deployment. We do not feel that 

wireless will, however, be a viable replacement for UNE loops such as line shand loops 

for some time for several reasons: 

CPE cost: At current costs, the customer premises equipmeat Covad would usc to 
deliver wireless services is only viable for b u s h  services, and not appropriate for 
delivering Service to consumers, such as the services Covad cumntly delivers using lim 
sharing. 

existing wireless carrier with considerable installation experience, show that an outdoor, 
dish-on-the-roof professional installation requires 4-5 times the typical business 
installation time, and 15-20 times the equivalent consumer self-installaton time. This 
inhibits the number of customers that can be installed in a day, and greatly increases the 

uneconomic for serving the consumer market. Instead, they render wireless suitable to 
provide a lower-volume, higher-priced service than Covad provides for businesses today 
(e.g., 3-5 Mbps to larger businesses, rather than 768 kbps-1.5 Mbps as Covad does 
today). 

Part 15 require a greater density of base stations that haease the cost of deployment over 
a large, densely-urban axea As a result, a rational business plan calls for deployment in 
isolated ateas, typically serving larger businesses than Covad does business with today, 
only, and not as a complete overlay in all the areas Covad serves with its existhq 
wirelie broadband network. 

0 Installation cost and complexity: Our initial trial efforts, in partnership with an 

cost ofproviding service: In- these render* w i r d c s s w  ' 8  trialing 

0 Part 15 license-exempt power restrictions: Cumnt restrictions on power output in 

License-exempt interference issues: In Covad's estimation, the 2.4 GHz ISM 
band is already too crowded for carrier-class service to be provisioned with quality that 
customers will demand. Furthermom, as the market has moved to bundles of voice and 
data, Covad has continuing concerns as to whether the 5.3 & 5.8 GHz bands will provide 
service of sufficient quality to provide carrier-grade VoIP services. Determining the 
quality of service that can be provided over unlicensed spectrum is a major goal of our 
upcoming wireless trials. 

0 Cost of licensed spectnun: The auction and post-auction cost of most l i d  
spectrum q u i m  a business plan for mobile services in which thc target &et is the 
number of people in a region, not the number of homes or businesses. Limiting SCMW to 
a smaller number of fixed locations burdens the product with spectrum costs that gltatly 
exceed the UNE-L loop rates, and make competition with today's laodline services 
prrtctically impossible. Covad believes that viable mobile broadband wireless pducts 
are at least 2-3 years away from being d y  for deployment.1o C o d  is actively looking 

lo In this comection, the Commission should be mindful that a number of variables could further delay the 
roll-out of costzffective, mass market mobile wireless bmdbaad services. In C o v d ' s  dmatkm, the 

11 
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for partners willing to lease us spectrum, but the reality is that most usable spectnm is 
held by large parties who view Covad as a competitor. Furthermore, the practical 
difficulties and ineffciencies inherent in offering service by patching tog&= a n m k  
of diffemt, incompatible bands from mdtiple license holders will likely limit the 
viability of that strategy. 

Market inmatun ‘ty: While diflticult to quantify the impact on a business plan, 
Covad believes that the cumnt broadbaud wireless marketplace (ie., vendor products and 
provider services) is roughly equivalent to where DSL and cable modem services wem 5- 
6 years ago, with no assurances it will mature dong the same trajectory as those services. 
Consequently, it will be difzicult or impossible to rely solely on bmdbaad wirekss as a 
means of competing against entrenched and mature DSL and cable competitors 
Therefore, Covad intends to use wireless services to augment, rather than replace, 
existing UNE-basad services. This strategy will allow Covad to adopt wireless as quickly 
as it matures, without relying solely on an immature technology to m p e t e  against well- 
established, economized, and mature offerings. 

I_ - 

24. In short, Covad does see promise in wireless services, but today only for a 

market segment of businesses that are at the high end of the customers we presently 

w e .  Covad’s current experience with wireless alternatives to last-mile local loops is 

borne out by the Commission’s own data as discussed below, which shows that wireless 

hadband Services are their idmcy, comprising a miniscule portion of the overall 

broadband services marketplace. 

25. Satellite broadband services are not an dkmative to DSL for four reasons. 

First, most such services ate not two-way. While satellite dishes to m i v e  Programming 

are small enough (1 8” in diameter) to be ubiquitous, they a too small to send data back 

to the satellite. Most satellite services must use telephone lines to provide two-way 

communications, which severely limits upstream bandwidth. The few services that do 

offer two-way communications through the dish itselfhave very low upstream spaeds. 

Consequently, satellite broadband service is either purely a residential product (because it 

12 
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provides significant bandwidth only for downloading) or a small business product only 

when coupled with a high capacity telephone line for uploading (which essentially would 

be DSL). 

26. Second, the performance of satellite-based communications suffers h m  the 

delay caused by the distance that the signal must travel. These service typically use 

geostationary sateUites that orbit over 22,000 miles above the equator. The time that it 

takes signals to cover that distance, even in one direction, prevents many applications 

from working properly. In addition, since the satellites orbit above the equator, 

subscribers in North America must be able to place their dish in position to have a clear 

view of the southem sky. 

27. Third, satellite broadband platforms cannot offer both bmadband andvoice 

services to end users. There is simply too much delay in having the voice signal travel to 

and h m  a satellite for such carriers to provide high quality voice services. Although 

there are satellite telephones available to end users, they use lower orbiting satellites that 

then lack the capability to offer broadband Service. 

28. Fourth, even if the technical problems with satellite broadband &CC did not 

exist, the fact remains that satellite services are typically priced well-above mass market 

broadband services like DSL over line sharing." Thus, satellite broadbad d c e s  

occupy at best a small niche in the overall broadband Senices marketplace. 

13 
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29. In fact, neither satellite broadband, fixed Wireless nor broadband over 

powerlime services represent serious competitive threats to the Bell companies' 

broadband DSL services, and are unlikely to provide such a threat on any significant 

scale for a long time. Satellite broadband services cost signiijcantly more then 

commonly available DSL and cable modern services, and have to date amacted few 

Fixed wireless has so far proven to be an unsuccessful entry p 1 a t f i i  with 

larger providers like ATBtT, Winstar and Teligent having exited the fixed wireless 

business or simply gone out of business.13 Not surprisingly, according to the FCC's latest 

data, satellite and fixed wireless broadband together a c m t  for less than 2% of total 

high-speed lines in 

hardly any commercial deployment and an uncertain future.'5 The Commission's data 

confirms that the incumbent telephone companies and cable providers control more than 

93% of the nation's broadband access 

And broadband over powerline remains in its infancy. with 

b. Lack of Alternative Intrnmodal Platforms 

30. Covad's ability to continue providing broadband services using intramodal 

alternatives has also been jeopardized by recent events in the marketplace. Indeed, after 

See, eg., Ex Psrte Latabin D.vid Lawson, AT&T,toMsrkae Datch, FCC, at 8-9 ( M a  WC 
Dodrct NO. 01-338, April 15,2004). '' See Lettet h n  Raveen Goyal, Covad Communications, to Marlene Dortch, FCC, Attachmeat at 15 
(fikd in WC Doc& No. 01-338, NW. 15, m). 
I' See HistkipcedscrvirO fa Internet A m : % &  as o/occ& 3 I .  2003. IUdUSby h d p b  and 
Techwloav Division of the Wireline Competition Bureau, Federal CommuaicatiOnS Commission. at Table 

rmy customs. &e Ex Pmtn L e a a h  David Lawson, ATBtT, to Marlane Dcatch, FCC, atn. 41 (ad m 

l6 Src High-SpeedSewicafk IntmrAcctss:StaCw as q f h c e m k  31.2003, ladustry Andy!& rad 
Technology Divisiion of the Wirslint Coqdtion Bureau, Fedml Cunmunkth Commksicm, at Tabha 
1,5 (June 2004).. Specifically, out of a total of 28830,149 high-speed lines (ova 2 0 W p  m at kast one 
dmtkm), RBOCs served 8,735,814 lines, other ILEcs served 1,261,641 l i i ,  and cable providcn myod 
16,446,322 lines. 

WC -No. 01-338, April IS, 2W). 
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the Commission announced its decision to phase out line sharing, Covad moved 

aggressively to partner with competitive voice providers to assemble bundles of 

competitive UNE-P voice with Covad's broadband services. Since the Commission's 

Tdennial Review Order, Covad announced strategic I#utnerships with 8 competitive 

UNE-P voice providem to provide bundles of voice and data using line-splitting." 

Coved's strategic partnerships included deals with the largest nationwide UNE-P voice 

competitors including AT&T, MCI, and 2-Tel. Indeed, the Commission expressly bok 

note of Covad's line-splitting partnership with AT&T in its decision to phase out l ie  

sharing in the Triennial Review Order..'' After the Triennial decision, Covad itself 

deemed line-splitting with UNE-P as a viable business model for the continued provision 

of broadband services to the mass market, by maintaining "Covad's abiiity to continue 

bundling our data services with the voice products of our strategic parh~m". '~ 

3 1. Udomately, subsequent events have shown that line-splitting will not 

remain viable as a long-tenn business model for providing hadband services to the 

mass market. It is clear now that a number of Covad's most significant strategic partners 

for lie-splitting are abandoning the &et for consumer services utilizing UNE-P. 

~ecently, AT&T a~ounced  its intent to withdraw h m  the consumer voice ~IIUA.~ 

According to published reports, "MCI has quietly taken similar steps and is no longer 

competing in the residential business."21 Z-Tel similarly recently anuounced its 

15 
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withdrawal h m  the provision of UNE-P services, citing the " e l i t i o n  of u"EP BS a 

working economic business model in early 2005.& In Covad's experience, m m  

telec~mmuni~tion~ industry observers today predict that voice services based on UNE-P 

will soon disappear as a viable business. As one analyst recently mte: 

UNE-P has come full circle. We now believe the Bells wiU begin to see the 
effects of the Big IXCs' exit from the consumer business in 2H04.. . With 17M 
UNE-P lines and estimated monthly blended churn of mughly 5%, the Bells 
should see wholesale lines fall by roughly 8M in the first twelve months after 
competiton stop mark-. We believe FCC's new interim rules will make this a 
reality in 2005. Meanwhile, we think the Bells should recapture at least 80% of 
these lies, more than recent retail losses." 

-According to €he meimalyst, ''Whikthe Bells will continue to lose lines to smaller 

carriers such as TalkAmerica, Sage and Granite, the sheer size of the IXCs' base makes 

us believe that the Bells will stop losing residential lines to UNE-P based competition on 

a net basis in 2005, two years earlier than we previously expected."24 Based on these 

developments, Covad does not expect its volumes of line-splitting lines added to &row to 

the levels its line shared DSL services have reached. Instead, although Covad 

continues to add line-splitting lines to its network in the short-tem~, it expects that growth 

will peach an inflection point after the Bells cease losing residential lines to UNE-P based 

competitors on a net basis as described above. Once that happens, covad expects its line- 

splitting line growth to plateau, and subsequently begin to d e  as then existiug 

customers eventually churn off of LINE-P. Without the long-term availability of l i  

splitting over UNE-P, Covad does not presentty have any practicable long-term 
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intramodal alternatives to line sharing as a means of providing mass market broadband 

services. 

E. Pricing for the High Frequency Portion of the Loop 

32. According to the Commission’s Triennial Review Decision, difficulties in 

developing cost-based pricing for the high-fnquency portion of the loop contributed to 

the Commission’s decision to phase out l i e  sharing. In this portion of the declaration, 

Covad discusses one suggtstion for an alternative means of jnicing the high-frequency 

portion of the loop that is substantially different than the means previously employed by 

the Commission’s line sharing des. 

33. The Commission’s previous rules for allocating loop costs to line sharing used 

the ILECs’ loop costs attributed to their own tariffed line sharing products as a proxy fix 

the ILECs’ costs in pviding the high fkquemcy portion of the loop to CLECs. One 

advantage of this rule was that it placed ILECs and CLECs on an equal Competitive 

footing, and prevented the ILECs h m  artificially recovering greater loop costs firom the 

end users of line shared DSL services than fiom their own end users. 

34. If the Commission decided, however, that instead of relying on ILKS’ 

historical loop cost allocation it would adopt an alternative means of detemmmg 

fkqmcy loop cost, the Commission could devise a rule that used the loop costs 

estabIished through commercially negotiated agreements for line sharing as a proxy for a 

line sharing loop cost rate. Because both parties to the agreement e v a l u a t e d  the loop 

pricing from a perspective of market pricing sensitivity, the negotiated price appaus to 

balance both parties’ respective views on adequate cost and cost recovery. The 

the hi# . .  
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Commission could determine that such a pmxy could reasodly be used BS a predictor of 

the forward-looking costs of the high-huency portion of the loop in an efficient market. 

35. In April 2004, Covad and Qwest entered into a commercial line sharing 

agreement that allows Covad to purchase line sharing l i i  across the west region for 

the duration of three years. This agreement constitutes the first, a d  only, time a 

competitive communications carrier and a regional Bell operathg company have 

negotiated commercial t e r n  for access to l i i  sharing since the Federal Commuaica~ons 

Commission's (FCC) Triennial Review decision. Following the announcement of the 

agreement, Covad stated that the "'agreement demonstrates that the economics of line 

sharing are beneficial to both parties and that commercial agnxmcnts can be negotiated 

for this service." In addition, according to Covad, "The pricing of this agreement enables 

Covad to aggressively compete for line-sharing customers in the Qwest region and is 

consistent with our business plan."2' 

36. Covad has performed an analysis of,its commercial line sharing agreement 

with Qwest CommuniCations to determine what such a proxy would be. According to 

Covad's - - 
ffequency portion of the loop should be 1 1 % of the recurring cost-besod rate for a 

standalone loop in the same rate zone. Covad performed its calculations as follows. 

'on, the forward-looking reculTing cost-besod rate for the high- 

37. First, Covad examined its recurring rates for lime shared loops in the West 

region. At historical volumes, and expected volumes if line sharing is rehtatd, Covad 

expects to pay a $5 recurring rate for purchasing line shared loops from Qwest across tk 

entire Qwest footprint. Some of this rate consists of loop cost; however, some portion of 
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this rate also reflects the cost of developing Qwest’s OSS interfaces to permit iine sharing 

ordering. 

38. In order to back-out the portion of the negotiated recurring rate att&lt&le to 

OSS costs, Covad examined rates for OSS costs in states within the Qwtst region. 

Notably, the $5 retuning region-wide rate was the result of a COmmerciaIly negotiated 

agreement, rather than a state UNE proCeeaig establishing TELRlC rates. Thus, in 

order to generate an apples-to-apples comparison, C o d  used Qwwt’s proposed 

recurring rates for OSS access in states where such rates war! available. Based on 

Q w m ’ s - p m p d ~ d  based on Covad’s current volumes of total line shad lines 

in service, the weighted average recurring rate for OSS costs in the Qwest region was 

calculated at $3.38 per month 

39. When backedatt of the $5 recurring rate established in the Qwest agreement, 

this d t e d  in a region-wide rimming rate of $1 -62 athibutable to the high fresuency 

partion ofthe loop. The next step was to c o m p  this rate to the standalone loop rates in 

effect across &e Qwest footprid Covad established the weighted average reaming rate 

of standalone loops across the Qwest region by examhhg its total standalone loops in 

service and standalone loop rates in effect across the Qwest region based on the ament 

mne distribution of its standalone loops in service. Based on C h a d ’ s  cunrmt vohmcs of 

staudalone loops as distributed among the various zones in each state, the weighted 

average recurring rate for standalone loop costs was calculated at $15.16 per month. 
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The $1.62 recuing rate for the high fkequency portion of the loop divided by the $15.16 

weighted average recurring rate for standalone loops resulted in a percentage attriiutable 

to recurring HFPL costs of 11%.% 

*** BEGIN CONFIDENTIAL. *** 

*++ END CONFIDENTIAL *** 

The detail for Covad's calculations is as follows: 

It is reasonable to conclude that Qwest believed this deal more than sufficient to cover its 

forward looking costs or it would not have negotiated it. The deal therefort sets an outer 

T i t  an-What?hosmo& rmEst be. _. 

The Commission therefore cannot rely on pricing issues to deny CLECs access to 

line sharing. Nor is there any other reason to do so. As explained above, line sharing 

enables CLECs like Covad to provide broadband service to consumers who would 

otherwise have no alternatives or dramatically inferior alternatives. The Commission 

should enable CLECs to continue using line sharing to provide innovative M b a n d  

service using their facilities-based networks. 

VI. DSlLoops 

40. In addition to providing mass market broadband services using line sbarin& 

Covad provides DS-1 service to somewhat busincss customers. DS-I loops caa be either 

o r d i i  copper loops with DS-1 electronics inscalled along the loop or fiber loops with 
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electronics installed at the customer’s premise and the central office. DS-1 loops provide 

a reliable symmetric connection operating at 1.544 mbps. 

41. There are M) alternatives to DS-1 loops that could eliminate the need for an 

unbundling obligation. The various technologies discussed above (cable, fiber, wireless, 

satellite and broadband over powerline) are even less appropriate substitutes fix DS-1 

loops, which are highly reliable, high-capacity facilities. Indeed, in covad’s experience, 

even the most often cited example of data competition to the hlls’ mass market 

broadband services - namely cable modem services - barely mgistem in tbe entaprise 

service markets where DS-1 loops are employed. Cable television networks have 

historically been deployed in primarily residential areas to serve residential oons~meff. 

In fact, most businesses have only the incumbent telephone company as their only 

broadbend option. Even for smaller businesses likelier to be passed by cable facilities, 

recent figures show that cable penetration has actually dropped: ‘We projected cable 

modem would surpass DSL in this [the dl business] segment by year-end 2003. 

However, cable modem penesration &oppdprecipirow& in the small business market, 

or businesses with between 20 a d  99 people. Cable operators dm achieved ~imitbd 

success in the remote office market, reaching only 4.2 percmt of the market in 20C13.~’ 

As the Yankee Group now recognizes, “DSL operators abminote thc US. [d 

business] broadband and enterprise rcmotcd3ke broadband 
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42. It is worth explaining why standard DSL loops are not an altemative for DS-1 

loops.29 First, DSL can deliver similar bandwidth to DSl loops only over relatively shoa 

distances (appmximately 8,000 feet from the central ~f f i ce ) .~  DS-1 loops 

to overcome the distance lktdtations of DSL by making use of techlogics such as 

repeaters and fiber optics. DS-1 loop designers deploy the most appropriate tachnology 

based upon the distance of the end user from the central office as well as knowledge of 

the make-up and design details of the loop plant that serves the end user. 

designed 

43. Second, because DS-1 loops are specially designed to be suitable for wrying 

DS-1 signaIs, they tend to be more reliable31 and come with tighter time-to-restore 

targets. While DSL is gmeraily a reliable tecblogy, it typically runs on coppa loops 

that are not specifically engineered to the specifications of the technology that they will 

carry. Therefore, it is less certain that a given DSL loop will be suitable for tho service 

that will ultimately run over it. Intemthgly, maay end users who buy DS-1 sexvice fmm 

Covad seek in the first instance to purchase DSL service (kcause it is much cheaper), but 

are unable to do so because of technical limitations on DSL that DS-1 service overoomes. 

44. Covad has not self-deployed DS-1 loops in its network. Instead, C o d  relies 

exclusively on ILEC loop facilities to provide its DS-1 services. Covad genedy 

purchases such loops as UNES, and in the long run almost always relics on UNE DS-I 

loops. But Covad has often been foFCed into initially purchasing DS-X loopp as Special 

access circuits because ILEC litigation positions and self-help preclude ~UXSS to UNEs. 
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In other situations, ILECs have made the purchase of special access a prerequisite to 

UNEs, a factor which could skew the special access-to-UNE ratio higher. Until tbe 

Commission’s decision in the Triennial Review order to invalidate the ‘ho facilities” 

policies of various ILECs?’ Covad was routinely forced to obtain DS-1 loop UNEs by 

first ordering them as tariffed special access circuits and later converting them to UNES. 

Indeed, even to this date, Verizon continues to impose minimum monthly service 

commitments on all special access circuits so that CLECs must wait a minimum of 90 

days before converting a DS-1 circuit to UNE pricing. In Covad‘s expeaience, nearly half 

b f ~ D S - + ~ ~ i t s e e k s t o o b t a i n f i o m V e m a n m u s t f i r s t b e o ~ a s s p a c i a l  

access circuits, and later converted to UNES. But even when Covad is forced to initially 

order DS-1 loops as special access circuits, it converts them to UNEs as soon as it is able. 

It is almost never the case that Covad does - or would - order a DS-1 special access 

circuit that could not be converted to a UNE, as it would not be economically viable to 

pay special access prices for more than a short initial period. 

45. Notwithscanding thcse ciscumstances when Covad is f d  to fitst obtain DS- 

1 loop UNEs as special access circuits, it is clear that Covad could not profitably provide 

DS-1 services to business customers if forced to purchase all of its DS-1 loops as spacial 

access circuits. In Covad‘s experience, special access pricing for DS-1 loops ranges from 

approximattly 150 to 250 percent higher than UNE DS-1 pricing for the samc loops. 

Moreover, as a CLEC serving the small business and consumer d c t s ,  Covad does not 

require the volume of circuits that would render it eligible for the special access volume 

discounts typically obtained by larger carriers Serving the enterprise market. Without the 
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ability to obtain such discounts, Covad would be f o d  into purchasing special acccss at 

the base tariff rates, which, as discussed, would roughly double Covad‘s costs for 

purchasiig high capacity loops. Covad just b e  EBITDA profitable for the first time 

in the fourth quarter of 2003 and cash-flow positive for the fbt time in the second 

quarter of 2004.” It is clear that an increase of Covad’s per unit costs for 0- DS-1 

loop UNEs of approximately 150 to 250 percent would greatly impede Covad’s ability to 

continue onward towards profitability. If Covad‘s per unit costs for obtaining DS-1 loops 

were raised by such an amount, Covad would most likely be forced to exit h m  the 

provision of DS-1 services. 

VII. Dedicated Intcroffiee T n ~ p o r t  

46. Although competitive transport is not ubiquitously available, where it is 

available, it is expensive. CLECs providing competitive treasport are typically 

competing with the ILEC’s special access services (where botb ILECs and CLECs seek 

to serve end users on a retail basis, not telecommunications carriers on a wholde basis). 

For that reason, in Covad’s experience, competitive transport providers price their 

services typically at approximately a 20% discount h m  the ILEC‘s special access 

services, which itself is generally more than twice the UNE rate. This pricing thus places 

Covad‘s costs to obtain dedicated transport substantially above the ILECs’ own costs, 

placing Covad at a severe competitive disadvantage. In Covad‘s experience, the extent to 

which the pricing of wholesale alternative transport facilities becomes competitive with 
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ILEC UNE dedicated transport facilities correlates with thc number of wholesale 

alternative providers present on a given route. 

47. Furthermore, in Covad’s experience, wholesale transport alternatives to the 

ILECs’ dedicated intemffice transport facilities are not available across Covad‘s 

nationwide footprint. where such alternatives exist, they tend to be COlKxntfatbd in 

highly urban, dense business markets with suflicient revenue opportunities to attract 

multiple fiber-based competitive entrants. Even within such arcas, competitive fiber- 

based entrants do not ubiquitously convert their fiber deployments (typically deployed to 

serve large enterprise end user customers) to serve as substitutes for dedicated interoffice 

transport facilities between ILEC central offices. Covad’s experience is borne out by the 

data that to date have been developed by the state commissions examining ILEG 

submitted data on the number of alternative wholesale dedicated transport p v i h  

present on specific routes. The results of the QSI study support Covad’s experiences. In 

the 12 states for which QSI reviewed data, it found that the self-provisioning trigger was 

met for only 55 routes for DS3 transport and for only 46 routes for dark fiber. See -1 

Report at 17-1 8. It found that the wholesale trigger for DS3 rranspolt on only 40 routes 

and on no routes for dark fiber tmqort. &e id at 19-20. In contrast to tbis relatively 

small number of routes, Covad relies on UNE dedicated transport to mute t d i c  between 

collocations in nearly 

QSI study show, the Commission’s self-provisioning trigget was met in a very small 

fraction of the total number of routes on which C o d  purchases UNE dedicated 

central ofiices across the nation. Thus, as the resulta of the 
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48. Covad could not build its own transport facilities because it lacks both the 

expertise and the capital. Covad does not have the employees necess~~y to dig up the 

streets and lay fiber. Even if it did, C o d  does not have the capital necessary foa such 

operations, nor could it obtain that kind of money in today‘s market As discussed Mow, 

however, where its W3ic volumes on a specific route reach sufficient levels, it can 

become economical for Covad to depIoy its own opttonics to existing available wholesale 

dark fiber facilities to self-provision DS-3 transport ckuits. Until aad unless covad’s 

transport needs reach this threshold on a particular route, selfdeployment of transport 

even over dark fiber would remain uneconomic, as detailed below. 

49. Today, most transport and digital loop carrier runs over fiber facilities and 

uses Synchronous Optical Network (“SONET“) electronics. SONET is merely “an 

opticd interface standard” by which manufacturers build all kinds of equipment- 

everything b m  digital loop carrier to common and dedicated interoffice -M The 

facilities are then in turn typically channelized to provide multiple lower capecity 

circuits, such BS DS-3 circuits and DS-1 circuits, riding over h s8m~ SONET fibet 

transmission facilities. 

50. Thus, when Covad purchases DS-3 transport facities from the ILEC, those 

facilities are provisioned over the ILEC’s SONET fiber transmission facilities. At low 

volumes of traffic, the unavailability of scale economies in deployins transport facilities, 

the high sunk and fixed costs of deploying such facilities, and the inability to obtain 

access to rights-of-way work to render tbe self-provisioning of individual DS-3 transport 

circuits uneconomical. At higher volumes of &c, as Covad’s needs for multiple DS-3 

circuits on a route grows, thcu economics change, particulmly with respect to tb suuk 
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and fixed costs of deploying optronics on existing, available dark fik hilitiies. In 

Covad’s experience, the costs of self-pmvisioning transport over dark fiber facilities 

includes the costs of obtaining an IRU agreement for the dark fiber ijtcilities, the capital 

costs for SONET add drop multiplexers and the capital costs for test equipment In 

addition, Covad must incur the costs of obtaining cross-conn~ of d c i e n t  capcity to 

service its existing collocations. On average, Covad has found that these deployments 

require a total of 8 months h m  planning to deployment, at a cost of approximately $200 

thousand per site (averaged out over multiple ring sites per deployment). Due to 

difficulties in obtaining accessto the ILEcs’ dark fiber, C o d  has obtained dark fiber 

from alternative wholesale providers in the few instances it has lmdcrtaken such 

deployments. In Covad’s experienm, the high sunk and fixed costs required fix these 

deployments became economical where Covad‘s DS-3 usage on a given mute exceed a 

threshold of 12 DS3s on that specific mute. 

51. Covad’s business practice is to purchase ILEC UNE dedicated transport to 

p v i &  d d h k d  intmfim transport links, mther than 

experience, special access pricing for dedicated i n & ~ f f i ~ ~  

than twice the pricing for the same circuits ordered as UNE dedicated transport. In 

individual cases, the pricing cau be significantly higher. For example, in the New York 

MSA, the monthly recUning rate for special access DS-1 transpart is approximabely 

400% higher than the rate for UNE DS-1 transport, and the monthly reaaring nrte for 

special access DS-3 transport is more than 23P? higher than the ratc for UNE DS-3 

transport. Moreover, as a CLEC serving the small business and consumer m, 
Covad does not q u i r e  the volume of circuits that would render it eligible for the special 

tiaXS3. h CoVad’S 

generally 

See Newma’s Telcunn Dictionary, at 6 6 3 4  (14. Ed. 1998). 
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access volume discounts typically obtained by larger carriers serving the entaprise 

market. Without the ability to obtain such discounts, Covad would be f o d  into 

purchasing special access at the borpe tariffrates, which, as discussed, would roughly 

double Covad's transport costs. 

52. As is the case for special access DS-1 loop rates, it is clear that covad could 

not profitably provide DS-1 services to business customers iffomd to purchase its 

dedicated transport f'acilities as special access circuits. As explained previously, Covad 

just became EBITDA profitable for the 6rst time in the fourtb quarter of 2003 and cash- 

fktwpsitivc: for* first time inthe sec~nd q a a r t e r ~ f ~ t ~ + t  is *&tan increese 

of Covad's costs for obtaining dedicated transport of a p p m ~ l y  200 pcrccnt would 

gregtly impede Covad's abiiity to continue onward towxds profitability. If COWS 

costs for obtaining dedicated transport were raised by such LM amount, Covad W d  most 

likely be forced to ctase providw service to the vast majority, if not all, of its customers. 

WI. Covid's Facilii-Based VOW Servica 

53. By controlling its o m  braadband facilities, Covad is able to oontml tht 

quality of service it pmvidcs to its customers, and introduce these innovative f m  that 

are both software and network based. At a technical level, COvad's control over its 

network based facilities allows it to use packet prioritization techniques to ensur~ that 

voice quality is maintained even as a user dowdoads large fiks or watches Streaming 

m d i .  Such techniques are unavailable to providers like Vonage or AT&T that must 
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rely on other’s networks. VoIP call quality is sensitive to packet latency, jitter end loss. 

In order to provide VoIP services over its packet-based broadband transmission facilities, 

Covad uses a VolP O p a i  Access (VOA) solution designed to optimize all three 

parameters throughout the Covad network, h m  the access lime through the ATM edge 

network to the IP core. This is accomplished by segregating voice and data trafllc, and 

prioritizing voice packets ovm data packets. 

54. Since Covad uses ATM on the access line and the core network, it is able 

to segregate voice and data traffic into separate Permanat V i  C h i t s  (PVCs). 

Voice PVCs arc classified as Variable Bit -Real Time (VBR-RT) tr&ic, which is 

given higher priority than data PVCs which are classified as Available Bit Rate (ABR) 

traflic. As a facilities-based provider, Covad is also able to segregate voice and data on 

the IP layer at its collocation facilities. Covad accomplishes this by using a voice v k t d  

router (VR) at the B-RAS and separate physical connecb ‘om to the gateway muter at each 

IP-POP. 

55. Another consequence of these trafEc segregation medmmms - isthat 

C o d  is able to protect its voice services fiom attacks originatins from the Intemn This 

is done through effective we of Access Control Lists (ACLs) in the gateway router. Also, 

denial of service @OS) attacks on the data Mastn~Cnur: have no impfict on Covad’s 

voice service since the voice service hes strict priority over dah. 

56. Although the ILECs are tachaically capable of providing a Service similar 

to Covad‘s VOA, they have not done so. For example, Verizon’s VoiceWing service uses 

a telephone adapter connected to a standard DSL router or cable modem, without any 
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prioritization for voice on their network. This results in high= packet loss.and jitter, and 

thmfore inferior voice quality, compared to VOA. Their voice services are also 

vulnerable to DOS attacks, just like their data services. 

57. This concludes our declaration. 
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